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Key Economic Indicators: The Yemen Arab Republic 


All values in U.S. $ million 

and represant period averages 
unless otherwise indicated for 
Yeneni fiscal years (July to June) 


Exchange Rate: US$l=*Yrls. h.5 FY 73 FY 75 FY 76 
(Estimate) 


Income, Production, Enployment 


GNP at Current Prices 765 

Per Capita GNP, Current Prices T37 
Indices: ‘Per cent of Labor Force 

engaged in: Agriculture: 83% 

Industry: 2% 

Services: 15% 

Average Unemployment Rate (estimate) LZ 


Money and Prices 


Money Supply 
Interest Rates (Private Deposits) 
Retail Price Index for Sana (1972=100) 


Balance of Payments and Trade 


Free Gold and Foreign Exchange Reserves 

External Public Debt (Disbursed) 

Angual Debt Service 

Worker Remittances (Net) 

Balance of Payments (Current Account 
and Transfers) 

Balance of Trade 

Exports (largely cotton, coffee, 
hides and skins) 

Imports 

U.S. Share of Exports 

U.S. Share of Imports 

Main U.S. Baports: Foodstuffs and 
machinery 


Sources: Data and projections provided by or drawn from 
statistics of the Ministry of Finance, Ministry of 
Economy, Central Bank of Yemen, Central Planning 
Organization and the U.S. Department of Commercee 





Summary « 


The Yemen Arab Republic enjoyed continued economic expansion'in 1975/76, 
although it remains one of the least developed countries of the world 
with a per capita income in 1976 estimated at $137 per annum. Although 
its population of over six million makes it the most populous country of 
the Arabian Peninsula, raid economic development is constrained by both 
limited absorptive capacity and a narrow resource base. 


Agriculture still accounts for two-thirds of the GDP and for virtually 
all of the Yemen's exports. With the exception of rock salt, no mineral 
resources of commercial value have as yet been exploited. No oil is 
produced in the YAR, but exploration by Shell continues in the Red Sea. 
The first well was drilled in late 1976. 


Due to the lack of natural resources, industry was largely non-existent 
before 1970 and still accounts for only 2=3 per cent of the GDP. A 
gradual transformation of the economy is occurring, however, and large- 
scale worker remittances and foreign aid have fueled the rapid growth 
evident since 1972 in construction, light manufacturing, transport, 
trade, banking, and expansion of government services. 


The Yemen Government has undertaken a substantial developmental program 
and is attempting to create modern institutions and to train people in 
the skills necessary to fully utilize the YAR's economic potential. 
Nevertheless, the challenges facing the Yemen Government are considerable 
and should not be underestimated. With an incréase in money supply of 
almost 60 per cent during the past year alone, the inflationary spiral 
which began in 1973 continues to surge upward (37 per cent in FY76). 

The balance of trade deficit is still increasing ($362 million in FY76), 
and the main harbor at Hodeida has joined the list of over-burdened 
Middle Eastern ports with unloading delays approaching three monthse 
Although the Yemen presently enjoys a modest balance of payments surplus 
due to the high remittance flow, in the immediate future more government 
attention must be focused on increasing the scope of the YAR's domestic 
industry and on training and retaining the skilled and semi-skilled 
labor necessary to run ite 


Current Economic Situation and Trends. 


Agriculture. Over 80 per cent of the Yemeni population is engaged in 
agriculture, and not surprisingly, domestic prosperity in the Yemen is 
tied to the annual rainfall, During the 1969-73 period, a serious 
drought in much of the YAR restricted GDP growth to only ) per cent a 
year. The return of good rains in 197) and 1975 augured well for a 
marked improvement of domestic cereal production, a trend which continued 
with some regional exceptions into. 1976. 
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Virtually all of the YAR's meagre exports are from the agricultural 
sector, the most important of which are cotton, cotton seeds, and 
coffee. Cotton alone accounted for approximately half of the Yemen's 
$13.5 million exports in FY76. Food grains such as sorghum, millet, 
barley, and maize are grown for local consumption and constitute the 
bulk of the principle crops along with gat, a popular local cash crop 
whose leaves are chewed for a mild stimulating effect by a large 
percentage of the population. 


Manufacturing and Commerce. There is no manufacturing sector in the Yemen, 
though some light industry has been established in certain fields such 
as cigarettes, textiles, plastic shoes, nails, and household utensils. 
The Sana textile/ginning complex is the largest manufacturing enterprise 
in the country and employs over 1600 men and women. No other company 
approaches this size, although the cement factory at Bajil and the 
cigarette and petroleum companies in Hodeida all employ over 250 persons» 
The mamfacturing sector is estimated to contribute only about 6 per cent 
to the GDP. 


The Yemen Government is attempting to stimulate manufacturing by establish~ 
ing -- in conjunction with the International Development Association -- an 

_industrial estate in Sana. Combined with the liberal concessions provided 

by the 1975 investment law, the Ministry of Economy hopes to encourage the 

establishment of light industries in fields such as dry cell batteries 


glass, and canned foodstuffs. Additionally, China (PRC) agreed in 197) 

to construct a large ginning facility and second textile plant at Hodeida, 
while in mid-1976, Iraq signed an agreement to underwrite the construction 
of a tomato paste processing factory. 


Sana, the capital, is increasingly the leading commercial center of the 
country, while both the port of Hodeida and the third largest city of 

Taiz continue to expand as commercial focal points. Few foreign companies 
have established offices in the Yemen, thusfar, although several foreign 
commercial banks are active including Citibank, the Bank for Credit, Commerce, 
and Industry, the British Bank of the Middle East, the French Banque 

de l'Indochine, the United Bank, the Arab Bank, and the Habib Bank. 


Minerals. Very little has been done in the way of mineral exploration. 
Some research into silicas and copper was undertaken by Algerian, Italian, 
Romanian, and Soviet teams but without commercial result. The United 
States has almost completed a program of LANDSAT satellite imagery and 
analysis using U.S. Geological Survey (USGS) resources in Washington and 
field surveys. Additionally, Abu Dhabi has agreed to Gonsider financing 

a $10-20 million mineral survey of the entire country, although no definite 
decision on this project has been madee Rock salt exists in considerable 
quantity in the Tihama region at Salif, but despite extensive modernization 
(with Kuwait financing) of the mining and shipping facilities, there are no 
immediate prospects that salt will regain its former prominence as a 

Yemeni exporte 





Petroleum Developments. No oil is produced in the Yemen Arab Republic, 
although two concessions were awarded in 1973 and 197) to companies 
wishing to explore both in the Red Sea and on the coastal Tihama plain. 
Shell began drilling its first exploratory well in the Red Sea in late 
1976, several months behind schedule. Toyomenka/Santa Fe -- which had 
concessions both in the Red Sea and on the Tihama -- terminated its 
operations in September 1975 due to the cost factors involved. There are 
some additional indications that a petroleum producing potential may exist 
in the isolated eastern reaches of the country, as well. 


Tourism. Despite its deserved reputation as one of the most exotic 
countries of the Middle East, the Yemen has not developed tourism to 
any great extent, and both the numbers of tourists (6000) and the 
services available are minimal. The first small package tours from ' 
the United States will be inaugurated in early 1977. Room availability 
remains small even in Sana, although four small hotels are currently in 
various stages of construction. A tourism corporation was organized in 
early 1976 which eventually hopes to cooperate with local travel and 
tourist agencies in establishing rest homes and operating micro=buses 
to some of the more interesting areas of the country. 


Port Congestion. The main port of the Yemen is Hodeida, located on 


a sand spit some 180 miles from the highland capital of Sana. Built 

by the USSR in the early 1960s, Hodeida with only three berths is grossly 
undersized for the volume of imports now entering the country. A 23 foot 
draught limitation at dockside is a further hindrance to the port's 
effectiveness 


As the result of an economic upsurge in the Yemen, the re-opening of the 
Suez Canal, and congestion at Saudi ports, the pressure on Hodeida increased 
markedly in 1976. While the number of vessels waiting to offload averaged 

8 per day in December 1975, the queue had risen to over sixty in September 
1976 with a ten week delay common. Freight and demurrage surcharges for 
Hodeida have increased accordingly. 


In response to the growing port congestion, a national harbor authority 
was created in early 1976, and an attempt is being made to modernize the 
Hodeida port and to make greater use of 17), the small lighterage port 

of Mokha. Of greater interest is the inevitable attention being focused 
on Salif, a large natural harbor located 70 kilometers north of Hodeidae 
Still undeveloped, Salif is perhaps the best natural harbor outside of 
Aden on the Arabian Peninsula. A road connecting Salif with Hodeida is 
being constructed, and cement (destined for Saudi Arabia) and vehicles 

are being offloaded at the harbor's one berth. For the foreseeable future, 
however, the port situation in the Yemen looks grim with little likelihood 
of much improvement in the near future. 





Budget Performance. Total expenditures for the F¥77 budget have been 
set at $200 million versus revenues of $186 million, the bulk of which 
is derived from customs duties. Although the projected $80 million 
deficit is some $20 million higher than in FY76, subsidies from Saudi 
Arabia are expected to cover most of the gap. Despite the fact that 
FY77 expenditures are about ten times higher than those of six years 
ago, the Yemen Government remains much poorer than the economy as a 
whole which is sustained by a remittance flow which was almost $2 
million a day in late 1976. 


The Role of Remittances. Bouyed by this large and increasing remittance 
flow from the estimated one million Yemenis working in Saudi Arabia, 

the Gulf, and the United States, most sections of the Yemen prospered 
in an atmosphere of genuine economic boom in the 1975/76 period. In 
general, the high remittance level accounts for the Yemen's modest balance 
of payments surplus ($80 million in FY76) and preserves for the Yemeni 
rial a measure of international convertibility and stability. Moreover, 
remittances have enabled the YAR to sustain large and growing balance 

of trade deficits ($362 million in FY76), while their rapid increase 
since 197) has resulted in a substantial rise in the Yemen's unblocked 
foreign exchange resérvese 


Nevertheless, the Yemen economy is already starting to feel the need 
for greater numbers of skilled and semi-skilled workers -- most of whom 
now work abroad. Unless imaginative manpower programs can be devised 
to insure the domestic availability of a sufficient number of trained 
personnel to run its slowly developing economy, the YAR's capacity 

to absorb the foreign aid necessary to develop its infra-structure and 
agricultural, industrial, and commercial sectors will be severely 
constrictede 


The Prospects for American Companies « 


With a population estimated at almost half of the entire Arabian Peninsula, 
the Yemen presents a marketing opportunity for U.S. firms which should not 
be overlooked or underestimated. A strong foreign exchange posture <= 
annually renewed by remittances from abroad -- is an ad?itional factor 

of encouragement for both investment by U.S. companies and the importation 
of American products. 


The Yemen Government's active development program is attempting to mobilize 
both domestic resources and increasing amounts of multilateral and bilateral 
foreign assistance ($150 million a year). Large foreign assistance programs 
are currently being undertaken by the World Eank, the United Nations, 

the Kuwait Fund, the Arab Fund for Economic and Social Development as well 


as the United States, the Federal Republic of Germany, Saudi Arabia, the 
United Arab Emirates and the People's Republic of China. Implementation 





of the Yemen's first Three Year Plan was completed in 1976, and 

the Government will announce a new and expanded Five Year Plan 

in mid-1977. This plan will contain several commercial opportunities 
for U.S. firms : wishing to bid on projects in agricultural development, 
road construction, water and sewerage development, electrification, 
port expansion and so forth. Where possible, tender information will 
be made available through the Commerce Department's Trade Opportunity 
Program (TOP). 


Two recent Yemeni laws have a direct bearing on commercial activities 
by American companies in the Yemen. Under a 1976 decree regulating 
agencies and branches of foreign companies in the YAR, agents of 
foreign companies are now required to hold Yemeni nationality. Branches 
of foreign firms must be established and registered in accordance with 
the regulations set by the Yemen Ministry of Economy. 


Investment per se is regulated by a liberal 1975 provision known as 
Law Number 18 which was specifically designed to encourage useful 
investment by foreign companies. Three types of investments are noted 
by Law Number 16 -- national, foreign, and joint capital. Confiscation 
or nationalization of investments is specifically prohibited under the 
law without payment of just compensation to the owners with provision 
for the repatriation of the foreign capital investment abroad. No 
definite proportions for Yemeni and foreign personnel are stipulated. 


Law Number 18 delineates four investment categories -- industrial, 
agricultural, animal resources, and tourism -- each of which has an 
investment minimum which must be met before a given project can qualify 
for the law's concessions. For instance, a joint capital project in 
the industrial sector requires an investment of only $125,000, while 

a joint capital tourism project requires an investment of $1.5 million. 


Projects which have been issued investment permits by the Ministry of 
Economy are eligible for the following exemptions and concessions: 

a) a five year exemption from payment of customs duties and import 
charges for all machinery, equipment, spare parts and -- in the case 
of tourism projects -- building materials; b) the above exemption 
period may be extended for up to three additional years with the 
approval of the Council of Ministers; c) a 25 per cent (C.I.F.) 
reduction of all taxes, customs duties, and import fees on all raw 
and primary products used or produced by a project for a period of 
five years. The Investment Exemption Committee (chaired by the 
Minister of Economy) will determine the products included in this 
concession as well as the amount of the reduction itself; d) with the 





approval of the Investment Exemptions Committee, industrial projects 
may be further exempted from all export taxes and production duties. 
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